

















CCCPA
P.O. Box 1495

Clothier & Company CPA’s P.C. Muskogee, Oklahoma 74402
cccpa@yahoo.com 918-687-0189 FAX 918-687-3594

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
Rural Water District No. 2
Muskogee County, Oklahoma

We have audited the accompanying statements of assets, liabilities and fund balances- cash basis as
described in Note 1, of Rural Water District No. 2, Muskogee County, Oklahoma, as of December 31,
2013 and 2012 and the revenues, expenses, and changes in fund balance- cash basis for the years then
ended and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements on the
cash basis of accounting, which is a comprehensive basis of accounting other than accounting principles
generally accepted in the United States of America; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements
that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement.

An audit involves preforming procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion of the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the assets,
liabilities and fund balances –cash basis of Rural Water District No.2, as of December 31, 2013 and 2012,
and the revenues, expenses, and changes in fund balance – modified cash basis and cash flows for the
years then ended, on the basis of accounting described in Note 1.

Other Matters

Supplementary Information

Accounting principles generally accepted in the United States of America require that the budgetary
comparison information on page 11 be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the supplementary information in accordance with auditing standards general
accepted in the United States of America, which consisted of inquiries of management regarding the
methods of preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained during our
audit of the basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 10,
2014, on our consideration of Rural Water District No. 2’s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreement and
other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering Rural Water District No. 2’s internal
control over financial reporting and compliance.

Clothier & Company, CPA’s, P.C.
March 10, 2014
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RURAL WATER DISTRICT #2 MUSKOGEE
Statement of Assets, Liabilities

and Fund Balances
December 31, 2013 and 2012

ASSETS

2013 2012

Current Assets
Cash and Cash Equivale nt $ 96,050 $ 79,436

Total Current Assets 96,050 79,436

Fixed Assets
Land 17,719 17,719
Buildings 92,112 92,112
W ate rSyste m and Equip m e nt 777,746 777,746
Office Furniture /Equip m e nt 21,730 21,730
Accum ulate d De p re ciation (502,559) (476,128)

Total Fixed Assets 406,748 433,179

Other Assets
N/R Hop e we llPark 2,901 4,058

Total Other Assets 2,901 4,058

Total Assets $ 505,699 $ 516,673

LIABILITIES AND FUND BALANCE

Current Liabilities
PayrollTax e sPayab le $ 1,637 $ 1,603
IRA Payab le 0 44

Total Current Liabilities 1,637 1,647

Fund Balance
Fund Balance 515,026 571,227
Curre nt Incom e (Loss) (10,964) (56,201)

Total Fund Balance 504,062 515,026

Total Liabilities and Fund Balance $ 505,699 $ 516,673
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RURAL WATER DISTRICT #2 MUSKOGEE
Statement of Revenues and Expenses

For the Periods Ended December 31, 2013 and 2012

2013 2012

Revenue
W ate rSale s $ 223,391 $ 229,374
Late Ch arge s 13,033 6,657
Re conne ct Fe e s 150 150
Transfe r Fe e s 525 175
Installation Fe e s 2,250 0
Be ne fit Units 5,000 0
Misce llane ousIncom e 20 100
Inte re st Incom e 42 113

Total Revenue 244,411 236,569

Operating Expenses
W ate rPurch ase d 87,343 81,370
W age s 64,963 46,731
W age s-Office Manage r 0 18,697
PayrollTax e s 4,970 5,005
Em p loye e Be ne fits 19,635 14,261
Re tire m e nt Ex p e nse 0 5,246
Utilitie s 4,614 4,607
Insurance -Ge ne ral 4,822 6,544
De p re ciation Ex p e nse 26,431 29,420
Office Sup p lie s 661 1,105
Building Mainte nance 826 336
Plant Mainte nance 9,295 26,404
Plant Sup p lie s/Mate rials 10,260 20,863
W ate rTe sts 4,668 2,088
Te le p h one /Inte rne t 2,097 1,996
Mile age Ex p e nse 312 396
Trave l/Training 64 130
District Truck Ex p e nse s 2,722 2,816
Postage Ex p e nse 2,021 2,012
Office Equip m e nt Mainte nance 1,031 975
Misce llane ousEx p e nse s 244 283
ORW A Me m b e rsh ip 320 0
Bank Ch arge s 490 521
Audit Ex p e nse 2,134 2,140
Towe r Mainte nance 5,452 18,824

Total Operating Expenses 255,375 292,770

Net Income (Loss) $ (10,964) $ (56,201)



2013 2012
Cash Flows From Operating Activities:

Cash re ce ive d from custom e rs $ 244,349 $ 236,356
Cash re ce ive d from oth e r source s 1,177 100
Cash p aid to e m p loye e s (64,973) (65,428)
Cash p aid to sup p lie rs (87,343) (81,370)
Oth e r op e rating p aym e nts (76,638) (117,813)

Ne t Cash Flowsfrom Op e rating Activitie s 16,572 (28,155)

Cash Flows From Capital and Related
Financing Activities:

Paym e nt of de b t 0 0
Acquisition and construction of cap italasse ts 0 0

Ne t Cash (Use d) By Cap italand Re late d
Financing Activitie s 0 0

Cash Flows From Investing Activities:
Re ce ip t of inte re st and divide nds 42 113

Ne t Cash Provide d (Use d) By Inve sting Activitie s 42 113

Ne t Incre ase (De cre ase ) In Cash 16,614 (28,042)
Cash Be ginning of Y e ar 79,436 107,478

Cash End of Y e ar $ 96,050 $ 79,436

Re conciliation of Op e rating Incom e to Ne t Cash Flowsfrom Op e rating Activitie s:
Op e rating incom e (loss) $ (10,964) $ (56,201)
Add de p re ciation e x p e nse 26,431 29,420
Le ssinte re st incom e (42) (113)

(Incre ase )/De cre ase in Curre nt Asse ts:
Note sre ce ivab le s, ne t 1,157 (1,445)

Incre ase /(De cre ase ) in Curre nt Liab ilitie s:
Accrue d e x p e nse s (10) 184

Ne t Cash Flowsfrom Op e rating Activitie s $ 16,572 $ (28,155)

December 31, 2013 and 2012

RURAL WATER DISTRICT #2 MUSKOGEE
Statement of Cash Flows
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RuralW ate rDistrict No. 2
Muskoge e County, Oklah om a
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NOTES TO FINANCIAL STATEMENTS
De ce m b e r31, 2013

1. NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

RuralW ate rDistrict No. 2 isa p oliticalsub division of th e State of Oklah om a organize d in June of 1965, with
itsoffice slocate d in Muskoge e County, Oklah om a. Th e District wasform e d to furnish wate rse rvice to th e
re side ntsof th e district b y constructing and m aintaining a wate rsyste m .

Basisof Accounting

Th e financialstate m e ntsof th e District are p re p are d using th e cash b asisof accounting wh e re re ve nue sare
re cognize d wh e n re ce ive d and e x p e nse sare re cognize d wh e n p aid. Th isisa com p re h e nsive b asisof
accounting oth e r th an ge ne rally acce p te d accounting p rincip le s. Th e Gove rnm e ntalAccounting Standards
Board (GASB) isre sp onsib le for e stab lish ing GAAP for state and local gove rnm e ntsth rough its
p ronounce m e nts (State m e nts and Inte rp re tations). Gove rnm e nts are also re quire d to follow th e
p ronounce m e ntsof th e FinancialAccounting StandardsBoard (FASB) issue d th rough Nove m b e r 30, 1989
(wh e n ap p licab le ) th at do not conflict with orcontradict GASB p ronounce m e nts. Alth ough th e District h ad
th e op tion to ap p ly FASB p ronounce m e ntsissue d afte rth at date to itsb usine ss-typ e activitie s, it h asch ose n
not to do so.

Cash and Cash Equivale nts

For th e p urp ose of th e state m e nt of cash flows, cash and cash e quivale nts, consistsof cash on h and and all
cash in b ank.

Th e District m aintainsth e following account for fundsde p osite d with a fully insure d b ank:

Op e rating account- Grossre ve nue sof th e District are to b e de p osite d to th isaccount. Th e re asonab le and
ne ce ssary curre nt e x p e nse sof op e rating and m aintaining th e District for e ach m onth are also p aid from th is
account. Th e se fundsare on de p osit with Citize n’sb ank.

Prop e rty and Equip m e nt

Prop e rty and e quip m e nt are re corde d at cost, with de p re ciation p rovide d on a straigh t-line m e th od ove r th e
e stim ate d use fullive sof th e asse ts.

Incom e Tax

Asa p oliticalsub division of th e State of Oklah om a, th e District ise x e m p t from incom e tax e s.

Use of Estim ate s

Th e p re p aration of financialstate m e ntsin conform ity with th e cash b asisof accounting p rincip le sre quire s
m anage m e nt to m ake e stim ate sand assum p tionsth at e ffe ct ce rtain re p orte d am ountsand disclosure s.
Accordingly, actualre sultscould diffe r from th ose e stim ate s.
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2. PROPERTY AND EQUIPMENT

Be ginning Accum ulate d Book

Balance Addition De p re ciation Balance

Land $17,719 $0 $0 $17,719

Office Furniture & Equip m e nt 21,730 0 (21,503) 227

W ate r Syste m & Equip m e nt 777,746 0 (454,291) 323,455

Buildings 92,112 0 (26,765) 65,347

Construction in Proce ss 0 0 0 0

Totals $909,307 $0 ($502,559) $406,748

3. CONCENTRATION OF CREDIT RISK

Th e District m aintainscash b alance sat Citize nsSe curity Bank. Asof De ce m b e r 31, 2013 th e District’s
de p ositsand inve stm e ntswe re $96,050 ($300 in p e tty cash ). Of th e b ank b alance $95,750 wascove re d b y
Fe de ralDe p ository Insurance Corp oration and $0 wascollate ralize d.

4. SYSTEM IMPROVEMENTS

Funding forsyste m im p rove m e ntsp roje ctswasp rovide d with m onie ssave d b y th e District in p re viousye ars
forth isp urp ose . Th e m ainte nance p roje ctsare e x p e nse son th e State m e nt of Re ve nue sand Ex p e nse sand th e
cap italim p rove m e ntsare include d on th e Balance Sh e e t unde r Prop e rty and Equip m e nt.

District Continge ncy Funding 1/1/2013: $16,564

Cap ital

Syste m Im p rove m e nt Costs: Mainte nance Im p rove m e nts

W ate r Towe rMainte nance 5,452

Equip m e nt Purch ase s 0

Ne w Me te rSyste m 0

Me te r Installation 0

TotalSyste m Im p rove m e nts 5,452 0 5,452

District Continge ncy Funding 12/31/2013: $11,112

5. SUBSEQUENT EVENTS

Th e District h ase valuate d sub se que nt e ve ntsth rough th e date wh ich th e financialstate we re availab le to b e
issue d with none found th at ne e d disclose d.
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6. OTHER INFORMATION

W ate r rate sin e ffe ct for 2013 we re asfollows:

Minim um 0 to 2,000 gallons $24.0000

Ne x t 2,001 - 8,000 gallons $0.0070 p e rgallon

Ne x t 8,001 -10,000 gallons $0.0075 p e rgallon

Allusage ab ove 10,001 gallons $0.0080 p e rgallon

Th e Board of Dire ctorsand staff of RuralW ate rDistrict#2, Muskoge e County, Oklah om a asof De ce m b e r31,
2013:

Ch airm an Alvie McDanie l
Vice -ch airm an Ke n He rringsh aw
Se cre tary/Tre asure Bob Rose
Dire ctor Alan He nsle y
Dire ctor Gary Roge rs
District Manage r Ge rald Sch ne ide we nt
Office Manage r/Bookke e p e r Patty Swe p tson
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REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF

FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

To the Board of Directors
Rural Water District No. 2
Muskogee County, Oklahoma

We have audited, in accordance with auditing standards generally accepted in the United States of
American and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of Rural Water District
No. 2 Muskogee County, Oklahoma, as of and for the years ended December 31, 2013 and 2012, and the
related notes to the financial statements, which collective comprise Rural Water District No. 2’s basic
financial statements, and have issued our report thereon dated March 10, 2014.

As described in Note 1, the District prepares its financial statements on the cash basis, which is a
comprehensive basis of accounting other than accounting principles generally accepted in the United
States of America.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Rural Water District No.
2’s internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of the District’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the District’s internal.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented or detected and corrected on a timely basis. A
significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control over financial reporting that



might be material weaknesses or, significant deficiencies. Given these limitations, during our audit we
did not identify any deficiencies in internal control that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Rural Water District No. 2’s financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

Clothier & Company, CPA’s, P.C.
March 10, 2014
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Original Final Actual Variance
Re ve nue :

Water Revenue $258,000 $258,000 $223,391 $34,609

Late Charges 8,500 8,500 13,033 (4,533)

Meter Installation/Benefit Unit 1,750 1,750 7,250 (5,500)

Reconnection/Transfer Fees 350 350 675 (325)

Returned Check Charges 175 175 0 175

Misc. & Intrest Income 150 150 62 88

Total Revenue 268,925 268,925 244,411 24,514

Cost of Sale s:

Water Purchases 80,000 80,000 87,343 (7,343)

Gross Revenue 188,925 188,925 157,068 31,857

Op e rating Ex p e nse s:

Audit Expense 2,200 2,200 2,134 66

Wages - Operator 47,525 47,525 47,525 0

Wages - Office Manager 18,575 18,575 17,438 1,137

Payroll Taxes 4,825 4,825 4,970 (145)

Health/Life Insurance 14,522 14,522 14,500 22

Retirement Expense 5,250 5,250 5,135 115

Utilities 4,625 4,625 4,614 11

Insurance 4,000 4,000 4,822 (822)

Office Supplies/Expenses 1,659 1,659 1,692 (33)

Plant Expense 12,800 12,800 9,295 3,505

Water Tests/Environment Fees 4,084 4,084 4,668 (584)

Bad Debt Expense 0 0 0 0

Telephone Expense 2,840 2,840 2,097 743

Travel Expense 400 400 312 88

Staff/Board Travel/Training 100 100 64 36

Truck Espense 3,200 3,200 2,722 478

Postal Expense 2,046 2,046 2,021 25

Contract Backhoe Expense 10,300 10,300 10,260 40

Miscellaneous Expense 300 300 244 56

OWRA Membership 350 350 320 30

Bank Service Charge 485 485 490 (5)

Building Maintenance 300 300 826 (526)

Tower Maintenance 5,452 5,452 5,452 0

Total Operating Expenses 145,838 145,838 141,601 4,237
Revenues Over/(Under) Expenses $43,087 $43,087 15,467 $27,620

Depreciation Expense(not included in budget) (26,431)
Net Income (Loss) ($10,964)

11

RURAL W ATER DISTRICT NO. 2
Budge t to ActualCom p arison

De ce m b e r 31, 2013

See accompanying footnotes and auditors' report.


